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IRAQ: Key Economic Indicators 


Exchange Rate 


US$1.00 = ID 0.312 (In US$ Million, Current Prices) 
ID 1.00 = US$3.20 1985 1986 1987 * 
National Income 40,597 39,427 43,610 


Per Capita Income (US$) 2,605 2,447 2,618 


Gross Domestic Product 49,467 45,601 52,477 
State’s Share (%) 70 67 69 


Agricultural Sector 


Output 6,913 6,957 8,058 
State’s Share (%) $3 53 wa 


Construction Sector 
Output 
State’s Share (%) 


Manufacturing 
Output 
State’s Share (%) 


Trade + Services 
Sector Output 
State’s Share (%) 


Transportation and 
Communications Sector 
Output 

State’s Share (%) 


Fixed Capital Formation 
Buildings 
Other Construction 
Machinery etc. 
Transport Equipment 


TRADE (in US$ million) 


Total Exports 
Exports to U.S. 

Total Imports 
Imports from U.S. 


* Provisional figures 


SOURCES: 


National Accounts from Iragi Government’s "Abstract of Statistics"; 
Total Exports/Imports from IMF’s "Direction of Trade Statistics"; 
U.S. Trade from U.S. Department of Commerce statistics. 





I. SUMMARY 


The August 1988 cease-fire in the Iraq-Iran war prompted 
renewed confidence at home and abroad in Iraq’s economic 
potential. The war, however, has left Iraq with massive debt 
obligations which both consume much of the country’s foreign 
exchange earnings and frustrate its efforts to attract new 
credit for xeconstruction and economic development. 


While obliged to maintain the economy on a war footing in the 
absence of a final peace settlement, the Iraqi Government is 
vigorously pursuing the reconstruction of the war-damaged south 
and its oil-based industries, and has returned with equal vigor 
to the task of implementing its ambitious economic development 
program. After defense, the expansion of oil production and 
export capacity, industrial development projects (including 
downstream oil industries, manufacturing, and infrastructure), 


agriculture and long-deferred social services projects will 
receive top priority. 


Senior Iraqi officials have stated their keen interest in U.S. 
products and technology as evidenced by the active involvement 
of several U.S. firms in ongoing manufacturing, petrochemical, 
fertilizer, oil export pipeline and terminal construction 
projects. Bilateral trade, however, continues to be 
concentrated in cash exports of Iraqi oil and agricultural 


commodity imports financed under U.S. Department of Agriculture 
(USDA) insurance coverage due to Iraq’s liquidity problems. 
Unless it’s oil income increases substantially, Iraq will 
continue to require deferred payment terms of two to five years 
for most imports in the foreseeable future. 


U.S. firms prepared to arrange for export financing of their 
goods or services should enjoy significant opportunities in 
areas where their products and services have a technological 
edge, are price competitive, or both. The best prospects for 
American firms in the near term include agricultural 
commodities, health care products and equipment, 
pharmaceuticals, oilfield and refinery equipment, computers, 
and other high-technology goods and services. In addition to 
major projects, Iraq’s efforts to increase domestic industrial 
production should create demand for U.S. raw materials, capital 
goods, components and other industrial inputs. 


II. CURRENT ECONOMIC TRENDS 


Despite the announcement of the August 1988 cease-fire in the 
Iraq-Iran war, little evidence of a rapid turnaround in the 
Iraqi economy has yet to materialize. Increased oil exports of 
2.2 million barrels per day (mbd) failed to translate to higher 


earnings in 1988 due to a steady decline in prices during most 
of the year. 





While the government reported efficiency increases and some 
savings in public sector operations as a result of its economic 
reform program, privatization efforts have largely failed to 
graduate beyond farming, food processing and the importation of 
consumer goods. Due to direct and indirect official subsidies, 
food prices remain relatively stable. In contrast, overall 
inflation in 1988 is estimated at a minimum of 40 percent due 
to the economy’s increasing dependence on private sector 
importation of consumer goods based on the offshore value of 
the Iragi dinar. Thus, the purchasing power of the average 
Iraqi is on the decline. 


By the end of 1988, Iraq’s liquidity problems had become so 
severe that is was unable to fully meet principal and interest 
payments obligations to even favored creditors like the 

United States, Great Britain, Canada and Australia. Current 
estimates put Iraq’s external hard debt at as much as $50 
billion. After defense, Iraq’s post-cease-fire spending 
priorities are focused on the rebuilding of war-damaged oil 
facilities and the expansion of oil production and export 
capacity. The development of downstream oil industries, heavy 
industry and manufacturing will also receive priority 
attention. Iraq is hopeful that the current trend toward 
higher oil prices from rising demand among consumer countries 
will continue and enable it to service its foreign debt and 
finance its development objectives. Over the longer term, the 
return on current development investment would then allow Iraq 
to retire its debt and to return to its prewar practice of 
dealing with foreign suppliers on a cash basis. In the 
meantime, the need to maintain the economy on a war footing and 
to devote remaining resources to debt servicing, development 
projects and essential imports will require that the import 


bill for consumer goods and durables be maintained at austerity 
levels. 


Population and the Labor Force: The Iraqi Government census of 
October 17, 1987 reported a population of 16.3 million, with 

60 percent of the population under 20 years of age. Current 
official estimates put the total population at 17.3 million. 
Official population figures for Iraq’s major cities are 

5.3 million inhabitants in Baghdad, 1.4 million in Basra, 

1.5 million in Mosul, and 1 million in Sulaimaniya. 


Of some 11 million Iraqis above the age of ten years 

(1987 census), official data indicate that nearly 8 million are 
literate with some 260,000 holding bachelor or higher level 
degrees and 230,000 having vocational education diplomas. Some 
6,400 Iraqis hold doctorate degrees or their equivalent. In 
July 1989, the Ministry of Education announced that 4.3 million 
Iraqi children were enrolled in kindergarten through secondary 
educational establishments. 





Reported enrollment figures at Iraq’s 13,636 schools are 
981,409 students in secondary schools, 3.1 million students in 
primary schools and 85,000 pre-schoolers in kindergartens. 
Current vocational school enrollment totals 153,647, with 
48,000 students enrolled in advanced technical institutes; 
32,967 students are enrolled in teachers and fine arts colleges. 


The public and mixed sectors employ 944,000 persons (280,000 
women and 664,000 men). Although the cease-fire in the war 
with Iran has held without interruption since August 1988, some 
one million Iraqi males remain on full-time military duty. The 
void left in the civilian labor force continues to be filled by 
expatriate workers, primarily from Egypt, Sudan and East Asia. 
The numbers of Egyptian and Sudanese workers in Iraq is 
estimated at 1.5 million and 300,000 respectively. 

Both Egyptians and Sudanese are permitted to enter and work in 
Iraq without securing visas and work permits prior to their 
entry. The number of other expatriate workers is strictly 
controlled and totals less than 200,000. 


Reports from Western businessmen who have visited Iraqi 
industrial establishments and worked with Iragis in the oil, 
energy and agricultural sectors suggest that Iraq has an 
impressive cadre of well-trained and motivated engineers and 
scientists. Trained manpower below the professional level, 
however, is lacking in number, qualifications and experience. 


Inflation: Inflation in 1988 is estimated to be at least 

40 percent. The high rate of inflation is attributed to 
stringent government import controls and the removal of price 
controls on goods imported and sold by the private sector. 
Prices on goods imported by and marketed through the public 
sector remain relatively stable. These include the bulk of 
Iraq’s agricultural commodity imports, capital goods and those 
imported consumer goods sold by the public sector through 
state-owned stores reserved for government employees, including 
the military and security forces. The prices of locally 
manufactured goods tend to be pegged to those of imports. 
Except for food items, private sector retail prices for 
imported clothing and manufactured goods reflect the 
free-market exchange rate of the Iraqi dinar. After 
appreciating from ID 2.0/$1 to ID 0.780/$1 following the 
cease-fire announcement in July 1988, the Iraqi dinar returned 
to the ID 2.0/$1 by year’s end. 


Foreign Debt: Estimates based on a wide range of banking, 
diplomatic and published sources indicate that Iraq owes 
certain OECD creditor countries, Eastern European and other 
non-Arab creditors over $40 billion while as much as $8 billion 
of an estimated $30 billion to $50 billion received from Arab 
sources during the war was lent on terms requiring repayment. 





Despite the cease-fire, the Iraqi economy remains on a war 
footing and hard currency military expenditures continue at an 
estimated $5 billion a year. In addition, the government 
requires new financing for the implementation of a number of 
development projects in energy, oil, heavy industry and 
manufacturing, which, if implemented, will further increase 
Iraq’s debt. Other than limited reconstruction credits and 
grants, financial assistance from Kuwait, Saudi Arabia and 
other Arab sources ended with the cease-fire. The sale of war 
relief crude on Iraq’s account from the Saudi/Kuwaiti Divided 
Zone was halted in December 1988. Iraq continues to ask 
non-Arab creditor countries to reschedule debt maturities and 
to provide new credit guarantees. Countries carrying large 
credit exposure such as Japan, France and the Soviet Union are 
finding it increasingly difficult to respond positively to 
Iraq’s requests. By the end of 1988, liquidity problems 
precluded Iraq from fully meeting debt servicing obligations to 
the majority of its creditors. 


Economic Reform: Once staunchly statist, Iraq’s leadership 
began instituting a number of broad economic changes in 1987 to 
revive the economy, including expanding the Iraqi private 
sector’s role. Reform measures focused on boosting domestic 
agricultural and industrial production to increase the overall 
supply of goods in Iraqi markets, to broaden the range of Iraqi 
exports, and to provide locally produced substitutes for 
imported goods and services. The government was also motivated 
by the need to minimize the economic impact of its eight-year 
war with Iran on the population. 


The Iraqi Government’s economic reform program includes steps 
to eliminate some of the bureaucratic and organizational 
factors constraining production. These reforms include 
increased working hours, cutting back on the number of 
government officials and on bureaucratic interference in and 
supervision of state and mixed sector companies, expanding the 
decision-making authority of state company managers, and 
establishing means for state sector workers to share in the 
profits and losses of the state companies where they work. 
During 1988, the local media routinely reported increased 
productivity and successful savings and efficiency measures in 
the operations of government ministries and state and mixed 
sector companies. 


In an effort to capture local and foreign Arab capital to build 
and expand the economy, a number of state sector productive 
assets have been sold to private investors. The Iraqi 
Government no longer holds that the state needs to own and 
manage all large-scale productive enterprises. Instead the 
private and mixed sectors are invited to buy or lease many of 
these existing enterprises and most of the new ones. 





Iraqi investors previously had few areas other than real estate 
or shops in which to invest. Now, the state is offering for 
sale or lease to Iraqi and foreign Arab investors assets .-in 
tourism, agriculture and light industry. Import restrictions 
have been eliminated on goods purchased with capital held 
abroad by Iraqis. The Iraqi private sector is encouraged to 
lend its expertise and energy to the country’s development and 
to repatriate capital held abroad. Strategic, military, and 
certain other large-scale industries like the oil, steel and 
petrochemicals, however, will remain in the state sector. 


By the beginning of 1988, virtually ali Iraqi agricultural 
production had been privatized. During 1988, the government 
initiated efforts to sell or lease individual assets in the 
transportation, tourism, food processing and construction 
industries. Results have been most dramatic in the food 
processing area. The majority of state-owned canning 
factories, bottling plants, poultry facilities, and 
slaughterhouses have been sold in part or entirely to private 
investors. In addition, many of the state’s smaller 
construction materials factories, flour mills, bakeries and 
dairy plants are now in private hands. The sale of larger 
assets, however, has been a slower process. Potential 
investors remain cautious about risking large amounts of 
capital until convinced that the government will not revert to 
its previous practice of nationalizing privately held assets 


and that it will reduce its current close regulation of prices 
and private sector business. Thus far, the government has 
failed to attract adequate investor interest in buying its 
large hotels or transport companies as private capital 
continues to seek investments involving quick returns and 
minimal financial outlays. 


Foreign Investment: The Iraqi Government approved Iraq’s first 
foreign investment law in 1988. The law is designed to expand 
Arab foreign investment in Iraq and to foster regional economic 
coordination and integration. Local media reports indicate 
that the Government of Iraq is placing particular emphasis on 
investment in industrial, agricultural, tourism, construction 
and engineering projects. Although non-Arab foreign investment 
remains prohibited, Iraqi officials have indicated that the 
government is prepared to consider export-oriented project 
proposals which provide for assured markets and hard currency 
earnings on a case-by-case basis. 


Arab foreign investment in the past had been largely subject to 
the same regulations and provisions as local investment. 
However, foreign Arab investment was confined to specific areas 
prescribed by the Iraqi Government’s development plan. Most of 
these limitations have now been removed and the new law 
provides Arab investors with several other preferential 
provisions. 





The principal incentives include guarantees against 
nationalization and against any future legislation which might 
prejudice investment rights under the law. During the first 
five years, investment is exempt from income taxes and profits 
repatriation is permitted up to 20 percent per year of the 
original investment capital. In addition, Arab foreign 
investment is exempted from a number of duties, fees and taxes 
that apply to Iraqi investment. 


Foreign Trade: In 1988, the Iraqi trade surplus declined from 
the 1987 figure of $4.3 billion to $3.4 billion. This resulted 
from a net increase of $900 million in import value over a $200 
million increase in export value. Oil represented 97.5 percent 
of Iraqi export value while export earnings from the sale of 
sulfur, urea, phosphates and dates represented some $300 
million. 


An estimated 40 percent of Iraqi crude oil sales were applied 
to debt servicing to such creditors as the Soviet Union, 
Turkey, the Federal Republic of Germany (FRG), India and 
Yugoslavia. Another 12 to 15 percent was applied to finance 
major projects such as the Iraq-Saudi Arabia (IPSA II) oil 
pipeline, the second north-south strategic pipeline, and 
oilfield development and expansion (e.g., the Khabaz and Saddam 
fields). Thus, perhaps as little as 45 percent of export 
earnings remained to pay for civilian and military imports. 


Since 1984, Iraqi civilian imports have become increasingly 
dependent upon financing. The import share of Iraq’s OECD 
suppliers increased from 63 percent in 1984 to 70 percent in 
1988 while its socialist economy partners saw their share 
decline from 20 to 10 percent during the same period. Imports 
from Arab countries rose from 5.7 to 7.2 percent of total 
imports during 1984-88 while the share of non-OECD and 
non-socialist economy countries (e.g., Brazil, India, Korea and 
Yugoslavia) fluctuated around 12 percent during the period. 


Among Iraq’s major trading partners, imports increased sharply 
by 69 percent from the United States, by 85 percent from the 
FRG and by 65 percent from the United Kingdom. In the case of 
the United States and the United Kingdom, higher import levels 
are explained by the corresponding larger financing 

facilities. In contrast, the increased imports from the FRG 
occurred in the absence of significant short-term financing and 
at the same time that Iraq’s export sales to the FRG declined 
44 percent from $404 million in 1987 to $225 million in 1988. 


U.S. trade with Iraq increased modestly from 1985 through 
1987. In 1988, U.Ss exports rose sharply by 76 percent from 
$683 million in 1987 to nearly $1.2 billion while oil imports 
from Iraq rose by 205 percent from $526 million in 1987 to 
$1.6 billion. 





Over $1 billion of U.S exports to Iraq were agricultural 
commodities financed under insurance coverage from the 
Department of Agriculture’s Commodity Credit Corporation. U.S. 
agricultural exports included rice, wheat, soybean meal, 
poultry, hatching eggs, sugar, tobacco, tallow, pulses, butter 
and other dairy products. U.S. imports from Iraq were 
concentrated in crude oil purchased by major American oil 
companies. Given Iraq’s liquidity problems, U.S. exports to 
Iraq were dependent on the financing while its imports were 
paid for in cash. 


The following table provides a breakdown of Iraq’s trade 
(excluding military goods) with its leading suppliers 
(in billions of dollars): 


Exports Imports 


"86 ‘87 88 86 ‘87 ‘88 
World Total 11.8 12.0 8.8 


Industrial 

Countries 
UaS. 
FRG 
France 
Japan 
U.K. 
Italy 
USSR 


e 
e 


e “ e e 
e * e 


oooroc$c]o 
e 
PNNWON UI 


RFProOoOOCOrF 
NoOrWAN DO 


Developing 

Countries 
Turkey ° 
Yugoslavia ‘ ; 
Brazil ; n 


Source: IMF, U.S. Department of Commerce, and EEC estimates 


Until convinced that peace with Iran will prevail, Iraq will 
continue to maintain a war economy and, as such, will pursue 
its ongoing austerity program limiting the importation of 
consumer goods. Top priority will be given to imports for 
military and civilian industrialization, development and 
expansion of the oil industry, and long-deferred social 
services projects such as housing, schools and medical 
facilities. Next in priority are essential imports such as 
agricultural commodities, spare parts, inputs for domestic 
industry and some consumer goods. According to the government, 
its January 1988 decision to allow private sector traders to 
import consumer goods through the use of hard currency held 
abroad has relieved the reliance on government import offices 
and increased the supply of consumer goods by some $2.4 
billion. 
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However, the retail price of private sector impo°>ts on the 
local market is high, reflecting the low offshore value of the 
Iraqi dinar. In turn, continued illegal transfers of 
unconvertable Iragi dinars abroad accelerated further decline 
in the offshore value of the dinar and drove local prices even 
higher. By the end of 1988, the offshore value of the dinar 
had dipped from an August high of ID/$1.20 to ID/$0.50. 


Financing: While Iraq has oil reserves second only to Saudi 
Arabia, a population large enough to sustain domestic industry 
and considerable agricultural potential, servicing and 
repayment of its external debt will pose significant problems 
in the financing of imports and projects over the short and 
medium term. In the absence of a large inflow of postwar Arab 
aid, sharply higher oil prices or both, it appears that Iraq 
will continue its current practice of rescheduling debt 
maturities and soliciting new credits. Iraq’s liquidity 
problems should be carefully considered by firms wishing to 
supply goods or project services. Iraq’s excellent prewar 
record for contract fulfillment is no longer the case. 
Renegotiation of contracts and deferred payments became common 
during the war, and despite the cease-fire, the situation has 
yet to improve. Any firm contemplating entry into the Iraqi 
market must be braced for the contingency of contract 
renegotiation especially if there is a pronounced and sustained 
fall in oil prices during the life of the contract. At the 


same time, a supplier’s willingness to provide financing is and 
will continue to be a major, if not a critical factor, in 
determining its access to the Iraqi market. 


Hydrocarbons: By the close of 1988, Iraqi crude oil production 
had reached 2.8 mbd from 2.5 mbd in 1987 and 1.7 mbd in 1986. 
Approximately 300,000 barrels per day (b/d) of this total was 
consumed domestically as refined products. Iraq exports 

1.7 mbd through parallel pipelines to Turkey and 500,000 b/d 
through the IPSA I pipeline and ARAMCO Petroline to the Saudi 
Arabian port of Yanbu on the Red Sea. Iraq also exported over 
200,000 b/d of crude oil by truck to Turkey and Jordan. In 
addition, Saudi Arabia and Kuwait produced and marketed 340,000 
b/d of “war relief" crude on Iraq’s account in the Divided Zone 
south of Kuwait, but this production was not included in Iraqi 
production statistics. The IPSA II pipeline, currently under 
construction to Yanbu by an Italian/French/Japanese/South 
Korean consortium, and a third spur to feed Turkey’s Batman 
Refinery will increase Iraqi export capacity by 1.15 mbd and 
70,000 b/d respectively in 1989. 


Current Iraqi oil production capacity is estimated at 4 mbd, 
but approximately 33 percent of Iraqi wells are either capped 
or not in operation. A number of new fields are currently 
under development and are expected to raise production capacity 
by a further 500,000 b/d by late 1989 or early 1990. The 
largest of these is the West Qurna field, which is expected 
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to produce 200,000 b/d under first phase development. Other 
fields under development include the Saddam, Khabbaz and 
Khormal fields, all located in the Tikrit region. Excluded 
from this is the giant Majnoon field, located close to the 
Iranian border. This field alone could eventually produce up 
to 700,000 b/d when developed. 


Iraq maintains an 810 kilometer strategic pipeline for 
emergency purposes from Rumaila in the south to Haditha in the 
north. A second 670 kilometer pipeline from Rumaila to Kirkuk 
is scheduled for completion in 1991. These lines provide 
flexibility for the export of Basra light or Kirkuk crude from 
either geographic extremity. 


Iraq is second in the world to Saudi Arabia in oil reserves. 
The Government of Iraq announced increased proven oil reserves 
of 100 billion barrels in 1988, up 28 billion barrels from the 
72 billion figure announced in September 1986. Semi-proven 
reserves are estimated at 50 billion barrels. The revised 
figure is attributed to new discoveries, though no detailed 
data have been provided. 


Iraqi oil refining capacity has more than doubled since 1980 
and reached 400,000 b/d in 1987. In addition to other oil 
derivatives, over 40 types of lubricants are produced. A new 
refinery (the Central Refinery) to be fed by the new East 


Baghdad field and Qurna field in the south is planned for 
construction in the near future. During the second quarter of 
1988, Iraqi oil exports were disposed of as follows: 1.2 mbd in 
term contracts; 550,000 b/d in barter and countertrade 
arrangements; 500,000 b/d on the spot market; 100,000 b/d in 
net-back agreements; and, 100,000 b/d in oil product exports. 
By the end of 1988, Iraqi crude oil exports to the United 
States reached nearly 400,000 b/d, generally priced at Alaska 
North Slope delivered to U.S. Gulf ports. 


Iraq has estimated natural gas reserves of over 30 billion 
cubic feet. A nationwide grid is being commissioned by the 
government to supply gas to power stations for domestic 
electricity use and for export to Kuwait and possibly to 
Jordan. Increased domestic use of dry gas and LPG is freeing 
additional crude oil for export. The Iraqi Government is 
actively promoting the substitution of fuels such as kerosene 
with gas and is expanding gas storage capacity. There is 
considerable long-term potential for gas exports, since a large 
percentage of Iraqi gas associated with crude oil production is 
flared. 
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OPEC Oil Quota: During the war, Iraq refused to accept an OPEC 
oil production quota unless it was set at Iran’s quota of 

2.37 mbd. At the OPEC Ministerial in November 1988, following 
the cease-fire, Iraq and Iran accepted equal quotas of 

2.64 mbd. At the end of 1988, Kuwait and Saudi Arabia 
discontinued producing 340,000 b/d of "off quota" war relief 
crude oil on Iraq’s account. Divided Zone crude oil production 
is now applied to the OPEC quotas of Saudi Arabia and Kuwait. 


Since acceptance of an OPEC quota, Iraqi oil authorities have 
repeatedly stated Iraq’s intention to support and respect the 
OPEC quota system. At the same time, Iraq will move forward 
with projects to expand production and export capacity to 
levels well beyond its existing quota for strategic reasons and 
as a means to assure oil income stability in the event of a 
breakdown in OPEC member discipline, a fall in oil prices below 
acceptable levels, or both. 


Industrial Sector: Unlike a number of other oil exporting 
countries in the area, Iraq has a sizeable and growing 
population of about 17.3 million. The country has the work 
force as well as the market to support a domestic industrial 
sector but, as noted earlier, it has relied on expatriate 
employees for expertise and to ameliorate the manpower problems 
resulting from the war. The government has focused on 
establishing domestic factories as an important part of its 
overall development strategy. Its development program is 
designed to diversify industrial production both for export and 
for import substitution. The Iraqis are very much interested 
in importing new technology, equipment, and methods which will 
enable them to increase their domestic industrial output. 
High-technology imports are usually granted the necessary 
import licenses and government foreign currency allocations. 


As is true of other oil producing countries in the region, Iraq 
is concentrating on the development of hydrocarbon-based 
industries. The completion of the Fertilizer IV Plant near 
Beiji, originally planned for December 1988, has been delayed 
and is now scheduled to open this fall. This plant is to be 
followed by the construction of a fifth plant which will double 
production capacity to 1 million tons of urea per year. Site 
preparation has been completed for the construction of a second 
petrochemicals complex (PC-II). Thus far, C.E. Lummus of 

New Jersey has been awarded the ethylene plant contract (valued 
at up to $400 million) and several other process unit contracts 
have been awarded to Japanese, Italian and French firms. Most 
contracts (including Lummus’s) are contingent upon financing. 
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The government plans to expand mined sulfur production from the 
current level of 1 million tons/year at Mishrag I in northern 
Iraq to 2 million tons/year by 1993-94. Estimated Mishragq I 
reserves are 60 million to 70 million metric tons. Further 
expansion of production at the huge Mishraq field could iead to 
additional production of 1 to 1.5 million tons/year in the 
field’s second section (Mishraq II), which has estimated 
reserves of approximately 65 million metric tons. Exploration 
of a final section is currently under way. In addition to 
mined sulfur, Iraq currently produces 400,000 tons/year of 
sulfur at its oil refineries. Total exports of both mined and 
oil refinery byproduct sulfur stand at 1 million tons/year. 


Since the cease-fire, a number of industrial projects in steel, 
manufacturing and power generation have been pursued with 
renewed vigor. By the end of 1988, contracts had been awarded 
for power plants at Yusifiya (1,260 MW), Al-Shemal (1,200 MW) 
and Al-Anbar (1,400 MW). The Ministry of Industry also began 
discussions with several foreign companies for the 
establishment of a 1 million ton/year iron and steel works, a 
200,000 ton/year aluminum smelter, a specialty steel plant, a 
400,000 ton/year salt works, a 1 million ton/year nitrogen 
fertilizer plant and several manufacturing schemes to produce 
cars, trucks, and military aircraft and river/marsh vessels. 

To date, contracts have been awarded to Italy’s Danielli for a 
300,000 ton/year specialty steel plant and the expansion of the 
Basra (Khor Al-Zubair) steel works from 1.2 to 2.2 million 
tons/year capacity (current production is reportedly 300,000 
tons/year). Iraq’s steel and aluminum program is geared to 
supplying manufacturing facilities such as GM and Mercedes car 
and truck assembly plants planned for construction in 
Iskendariya and for several home appliance manufacturing 
facilities planned or in operation. 


The construction of a 110,000 ton/year iron foundry, a 100,000 
ton/year seamless pipe factory, a 150,000 ton/year welded pipe 
factory and a 200,000 ton/year aluminum smelter are reportedly 
under negotiation. With an abundance of energy, land and 
manpower, the government believes that it is economically 
feasible for Iraq to become self-sufficient in, and a net 
exporter of, many iron and steel products. In addition, 
studies are under way to determine whether it is commercially 
feasible to exploit Iraq’s iron ore deposits. 


The Iraqis are giving more attention to mixed sector and 
private sector industries producing textiles, household 
appliances, processed foods, consumer and light industrial 
goods. Again, the focus is on import substitution, but the 
government is actively promoting exports of these products 
through export promotion programs, such as participation in 
international trade fairs, and by eliminating old laws that 


limited productivity and the amounts these companies could 
export. 
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Also, the government is allowing exporting firms to keep some 
of the hard currency they earn from their exports for the 
purchase of needed components or other imported goods. Despite 
efforts to increase the portion of domestic content, producers 
will continue importing inputs for these goods for the 
foreseeable future. 


Agriculture: About 21 percent of Iraq’s total area of 444,400 
square kilometers is arable. Up to 70 percent of this arable 
land is under cultivation, with 44 percent of this area 
irrigated and the remainder dependent on rainfall and 

flooding. One-third of Iraq’s work force is engaged in 
agriculture and related activities. Barley, rice and dates are 
grown in the south and wheat is grown in the north. Milk, 
sheep and goat meat, poultry and fish are principal products 
for domestic consumption. 


Iraq is a net importer of foodstuffs and other agricultural 
commodities. U.S. agricultural exports to Iraq in 1988 reached 
$1 billion. The U.S. share of total agricultural commodity 
imports rose from about 20 percent in 1986 to 31 percent in 
1987 and approximately 40 percent in 1988. Bulk and bagged 
commodities (rice, wheat, corn, soybean meal, protein 
concentrates and sugar) accounted for 65 percent of total U.S. 
exports to Iraq in 1988. Other commodity exports which 
increased significantly during the year were cotton and cotton 
yarns, forest products (lumber, plywood, wood pulp and pulp log 
cants), hatching eggs and pulses (white beans, split peas and 
lentils). U.S. dairy product exports declined in 1988. 


As part of its objective to increase agricultural production, 
the Iraqi Government is pursuing an ambitious land reclamation 
and irrigation program. Some 4,500 square miles of land has 
been reclaimed under the government’s current 7,500 square mile 
reclamation plan and work continues on large irrigation and 
drainage projects throughout the country. The most important 
are Al-Jazira and Saddam Irrigation Projects, the Eastern 
Euphrates Drainage Project and the Third River Project in 
southern Irag in which a large channel between the Tigris and 
Euphrates rivers is under construction for drainage of saline 
water from surrounding fields. There are also a number of large 
dam projects for flood control, water storage and irrigation in 
northern Iraq. These will mitigate the current exclusive 
dependence on rainfall by farmers in the north. Such projects 
should control the flow of the Tigris and all its major 
tributaries by the end of the century. 


The Iraqi Government is also revamping its agricultural 

policy. Whereas the government previously concentrated on land 
distribution, the emphasis now is on increasing agricultural 
productivity and efficiency. In 1987, the government announced 
minimum sizes for agricultural holdings. 
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Irrigated landholdings may be no smaller than 62.5 acres (100 
donums), a move designed to prevent inheritance from breaking 
up farmland into uneconomic units. Other agricultural policy 
goals are self-sufficiency in certain staples and meeting the 
industrial sector’s demands for agricultural inputs. As part 
of its efforts to foster private and mixed sector growth and 
get out of actual agricultural production, government-owned 
dairy and poultry farms, slaughterhouses, greenhouses, and 
other agricultural facilities have been sold to the private 
sector. However, more rapid growth of private sector 
agricultural development has thus far been hindered by the 
government’s failure to provide access to hard currency for the 
importation of inputs and capital goods. The Iraqi Government 
continues to believe that outside of consumer goods, the public 
sector should continue to handle imports for productive 
enterprises. In addition, agricultural production potential is 
hampered by a lack of attention to Iraq’s undeveloped and 
poorly managed infrastructure. 


III. IMPLICATIONS FOR U.S. BUSINESS 


Iraq has emerged from its war with Iran heavily in debt and 
faced with serious liquidity problems which are frustrating its 
efforts to finance basic imports as well as foreign supplied 
goods and services for the implementation of its ambitious 
economic development plan. Although sobered by Iraq’s 
immediate problems, foreign firms remain keen on its market 
potential and are urging their governments to provide credit 
and credit coverage during the difficult post-cease-fire 
period. The hope remains that the current trend toward 
increased international demand for oil and higher oil prices 
will ease Iraq’s debt burden and allow it to return to its 
pre-war practice of paying cash for imports. 


In the near term, the Iraqis will continue to look for 
suppliers who can provide the products they want at the lowest 
prices and with the most competitive financing. They are 
sometimes willing to sacrifice quality for price, but like to 
avoid doing so whenever possible. This is a change from 
previous Iragi purchasing practices in which quality was of 
paramount importance. Access to financing is usually a 
critical factor in making a sale. The Iraqis generally want 


two to five years deferred payment at the lowest possible 
interest rate. 


The best prospects for American firms in the near term will 
include agricultural products, health care products and 
equipment, pharmaceuticals, oilfield and refinery equipment, 
computers, and other high-technology goods and services. These 
are products which appear to be of sufficiently high priority 
to obtain the necessary Iraqi Government import licenses and 
foreign currency allocations. 
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As the Iraqis continue their efforts to increase domestic 
industrial production, they will be looking for raw materials, 
other factory inputs and capital goods. 


Iraqis are actively seeking U.S. know-how as they work to 
improve productivity. The government is in the process of 
investing in new iron and steel and aluminum works, fertilizer 
plants and a second petrochemicals complex. The reconstruction 
and upgrading of facilities mothballed at the start of the war 
is under way, involving several U.S. firms. Work is under way 
to rebuild the offshore oil export terminal at Mina Al-Bakr to 
resume oil exports through the Gulf along with related 
pipelines, pumping stations and storage tanks. Projects 
delayed during the war for the construction of power plants, 
refineries, highways, pipelines and ports are either under way 
or planned for implementation as soon as possible. The 
government is also endeavoring to direct more resources for 
public housing, health, education, water, sewerage, electricity 
and other areas of immediate benefit to the Iraqi civilian 
population. If the peace talks with Iran provide Iraq with 
unrestricted navigation rights in the Shatt Al-Arab waterway 
and the upper reaches of the Gulf, a program of up to five 


years to salvage, clear and dredge the waterway should receive 
high priority. 


The procurement of military hardware will continue to be a 


major import item as Iraq replenishes its military hardware and 
attempts to maintain its technical superiority through 
state-of-the-art weaponry and logistical supplies. 


Arab Boycott Complications: Iraqi adherence to the Arab League 
boycott of Israel may prevent some U.S. firms from doing 
business in Iraq. Some companies are already blacklisted. 
Others cannot bid on Iraqi Government tenders if under 
investigation by boycott authorities. U.S. firms may be caught 
between conflicting requirements of Iraqi and U.S. boycott 
regulations. While some of these conflicts can be resolved, 
others remain insoluble. 


U.S. firms encounter Iraqi boycott provisions in certificates 
of origin, letters of credit, shipping documents, tender and 
contract provisions and in requests to furnish information 
about the firms’ business relationships. Caution should be 
exercised as Iraqi buyers may not advise suppliers of boycott 
provisions until an advanced stage of negotiations and, in many 
cases, after a bank guarantee has been provided. 


Generally, a request to participate in a restrictive trade 
practice or boycott must be reported to the U.S. Department of 
Commerce, although there are some exceptions. For information 
on U.S. boycott regulations, U.S. firms should contact the 
Office of Antiboycott Compliance, U.S. Department of Commerce, 
Washington, D.C. 20230, Phone: 202-377-4550. 





